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North American Stainless ("NAS™), which operates an electric arc furnace-based
stainless steel production facility in Ghent, Kentucky, submits this complaint, pursuant to 807
KAR 5:001, Section 12, requesting that the Kentucky Public Service Commission detenn:in;ﬁ
appropriate rates for electric service provided to NAS by Kentucky Utilities (*KU™), a regulated
utility affiliate of Louisville Gas & Electric Corporation ("LG&E™). Specifically, NAS requests
an order from the Commission directing KU to provide electric service to all of the NAS Ghent

focalitics at torma cquivalent to KU's Large Couunercial and Indusrial Time of Day (“"LCI-

TOD”) tanff.

I.  Summary of Complaint And Relief Requested

NAS operates a steel recycling and production facility in Carroll County that uses an
electric arc fumace to melt scrap steel, which is then processed and recact into high quality
stainless steel products. This is an energy intensive process, and competitively priced electric
power is crucial 1o the economic viability of the facility.

Since 1990, KU has provided electric service to the NAS rolling and finishing facilities at

Ghent based on the utility’s Large Commercial/Industrial Time-of-Day (LCI-TOD) tariff with



the Curtailable Service Rider. NAS has subsequently invested hundrads of millions of dollars in
additivnal vapilal, mure specifically described below, for additional product lines and expanded
rolling and fimishing facilities that KU serves under LCI-TOD terms.

As discussed below, in the year 2000, NAS announced an additional $200 million
mvestment in the facility to add a 100 MWA electric arc furnace “melt shop.” The requirements
of the melt shop exceed 50,000 Kw. The LCI-TOD tariff states: “. . . customers with new or
increased load requirements that exceed 50,000 Kw will have a rate developed ag part of their
contract based upon their electrical characteristics.”” In the year 2000, NAS, therefore, believed it
had ne chuice but Lo enter into the contract that will expire on March 31, 2004."

The simple fact is that the LCI-TOD terms of service are reasonable, but the contract
arrangement for the melt shop has resulted in an average cost of power to NAS that is not
remotely competitive and cannot be justified based on KU’s cost of service. KU’s FERC Form 1
for 2002 reports that the NAS melt shop contract resulted in average revenue to KU of
S0.0622/Kwh. (See Appendix A). This is more than double the average rate charged to K1i'e
LCI-TOD customers; it is higher than the KU general service rate; and it is even higher than the
average rate KU ol ges [ur residential service, Indeed, other than outdoor lighting, customers
in every rate classification served by Kentucky Utilities pay a rate significantly lower than that
charged under the NAS melt shop contract. (See Appendix A.)

The reasons why the existing melt shop contract has worked so poorly are a complicated
combination of certain onerous contract terms and NAS's operational experience with the

electrical consumption of its electric arc furnace melt shop. which varies from original

! Sefior Jose Lejeune submitted testimony in Case Me. 2000005 (the PowerGea Tlo merger with LO&LTU) wlicls
deseribed the difficulties NAS had experienced in reaching a contract with LG&E/KU during the period that
immed:ately followed the announcement of PowerGen's intent to merge with (zcquirs) LG&EKU.



assumptions of KU and NAS. While both parties have abided by the contract for its initial term,
it is quite apparent that a competitive, reasonably priced power supply arrangement must be
established.

NAD has advised KU that it does not wish to extend or renew the current arrangement,
which expires on March 31, 2004. As s discussed below, KU's tariffs do not specify ratas or
terms of service for loads at the levels of the electric arc furnace at NAS’s melt shop. KU
responded to the NAS notice to allow the contract to expire by stating that it intended to filc a
new tariff establishing rates for “non-conforming loads,” a term that is not defined in the utility's
tarifts KLl also has advised NAS that KU will not discuss the terms of service following the
expiration of the contract until this Commission considers the utihity's forthcoming “non-
conforming load” tanff proposal. KU has not shared any detamls of this putative tariff with NAS.

NAS is very concerned about the cost and terms of its KU service, but is even more
concemed about KU's intentions for service afier the expiration of the contract in March.
Consequently, in this Complaint, for the reasons described below, NAS requests a determination
from the Commuission that the provisions of KU's LCI-TOD tariff should be applied to all of the
NAS load in Carroll County, inchiding the melt shap  Such an order will result in rates charged
to NAS that are reasonable, cost based, fair to all other KU customers, and will allow NAS to
competitively operate the melt shop.

II. Background
A. The NAS Facility

NAS is owned by Acerinox, S.A. of Madrid, Spam. In addition to the Ghent facilities,

Acerinox operates steel-making facilities in Spain and South Africa.




In 1990, Acerinox chose Kentucky over competing states to begin construction of the
largest and most efficient mill in North America for the production of stainless steal  [In
recruiting Acerinox, the Commonwealth assured Acerinox that, although NAS would not be
alloved to purchase electricity i a vutupetitive marker, the rates charged NAS by KU would be
established by the Commission. In 1990, NAS began construction and has never stopped. From
1990 to 1999, at a cost of more than $800,000,000, NAS constructed rolling mills, finishing lines
and a 3260 million hot mill, which was dedicated on March 24, 1999 by Governor Patton and
His Royal Highness, D. Felipe de Borbon, Prince of Asturias (Spain). These facilities have an
electric load of approximately 38,000 Kw, which is served by KU pursuant to its I CI-TOD
tariff. After Governer Patton and representatives from the Ecenomic Development Cabinet
visited Accrinox, in February 2000, NAS and Guvernur Pallon announced that NAS would
construct the 100 MWA electric arc furnace melt shop in Ghent at an estimated capital cost of
5200 milhon and add another 150 jobs at the facility site.

The eleciric arc furnace melts recycled scrap steel, and the molten steel is cast into slabs
that are processed into flat rolled stainless steel products. This method of steel production is far
more efficient than traditional “integrated” (i.e., blast furnace) steel production and provides
significant environmental benefits by recycling over half a million tons of scrap annually.

The long term viability of WAS requites that WAS be able to melt and cast slabs rather
than rely on the purchase of excess slabs economically from other producers. The cost of
electricity comprises a very high companent of NAS’s overall operating and production costs.
Reliable and competitively priced electric power is, therefore, crueial to the economic viability

of NAS. Indeed, Kentucky’s generally low cost power, especially to support the




Commonwealth's economic development efforts, was a key factor in NAS's decision to locate its
North Amencan operations in Kentucky.

In recent years, while other areas have lagged and mining power sales have continued to
decline, KUs sales growth has hinged on the significant expansion efforts by NAS and other
very large industrial loads (see Joint Integrated Resource Plan filing of LG&E/K U, October
2002; Vol. [, pp.5-19). NAS has continued to expand its operations by adding more rolling mill,
finishing and related equipment since the melt shop addition during the years 2000-2001. The
total electric load is now approximately 130 MW, As the Economic Development Cabinet noted
n its 2002 Annual Report. NAS has now invested over $1.2 billion in the Ghent facility, and
NAS has created and sustained over 820 quality jobs, which will expand to over 1,000
permanent jobs in the near future as curTent new capital projects are completed. ‘Lhis facility has
become an economic cornerstone of Carroll County, which has historically depended on tobacco,
and is a prime example of the Commonwealth's successful efforts to attract and retain quality
manufactiring jobs.

Finally, NAS intended for this facility to be designed and operated to serve not only
North American stainless product markets. but to support stainless exports as well At the
current rates charged by KU, NAS cannot economically compete in stainless markets abroad.
INAS st have aecess W cumpetlitively priced electric power for this operation to be
economuically competitive.

B. KU’s LCI-TOD Tariff

KU's LCI-TOD tanff terms are “[A]vailable to, and mandatory for, all commercial and

industrial customers, served [at] primary or transmission voltage, with demands of 5,000




kilowatts or greater,” subject to several enumerated guidelines. Rate Schedule LCI-TOD,
Onigiual Sheel Nu. 13-A. Guideline (6) of this rate schedule provides as follows:
Service under this schedule will be limited to maximum loads not

exceeding 50,000 Kw. After the effective date of this rate
schedule [June 1, 2000], customers with new or increased load

requirements that exceed 50,000 Kw will have a rate developed as
part of their contract based upon their electrical characteristics.

In assessing a customer's electrical characteristies, the facility’s size, service voltage,
overall load factor. relative off-peak usage (which is particularly important for a ntility that
primarily operates coal-fired generating units), and other factors should be considered. The
Commission should take into account all other relevant factors as well, in¢luding the economic
value of the facility to the local economy, and the importance of the cost of power to the
economic viability of the facility. For the reasons described below, applying K1UJ’s LCI-TOD

rates and terms to all of the NAS electric load, including the melt shop, more than adequately

compensates KU for its cost of serving the NAS electric load in Ghent,

ITI. Discussion

A. ‘T'he Electric Kate for the NAN Melt Shop Should
Not Exceed the LCI-TOD Rate

As a general matter, KU requires fewer facilities and less capital investment to serve one very
large transmission voltage customer than it needs to serve the same amount of load at multiple
sites involving many smaller customers and accounts. 'This economy of scale is reflected
throughout the rate structure applicable to other KU customer classes, as it is in the rate structure
of most electric utilities.

The total NAS electric load in Ghent is equivalent to the power consumed by 130,000

typical KU residential custorners. Because that power 18 delivered to NAS at transmission



voltage at a couple of metering points, the cost to KU of serving NAS is far less than the utility’s
cnst of serving many thousands of distribution customers. By the same token, the NAS electiic
load s several times the size of the average KU industrial customer.’ Thus, from a fixed cost
perspective, NAS hiKely 15 the lowest cost-to-serve customer on KU’s system.

Next, the vast majority of the NAS electric load (melt shop, rolling and finishing
facilitics) 15 curtailable. This is important in several respects. First, as noted in the Joint
LG&E/KU October 2002 Integrated Resource Plan (see., e.g. Table 5.(3)-3, pp-3-18), as well as
in the utility’s generation and transmission adequacy studies, KU does not build generation
capacity to serve curtailable load (required capacity, including required gencration rcscrves, are
predicated upon forecasted firm annual peak demand and expected delivery losses). The
curtailable character of most of the NAS load allows KU to avoid the capital costs of added
peaking units. This provides a tangible cost benefit to all KU ratepayers while enhancing the
reliability of KU’s system. In a similar vein, K17 avoids the fuel, emission and related costs of
running additional peaking generating units. (These typically are high emitting, very high heat
rate units).

Significantly, there are very faw customers that are able or willing to take servicc on a
curtailable basis. In fact, in 2002, KU listed only 6 customers on curtailment service > There are
fewer customers still that are large enough to provide immediate system benefits to KU by
opening a single circuit. NAS is unique in providing curtailable service that amounts to an

instant peaker for KU that carries no fuel or emissions costs for the utiljty.

* In 2002, the NAS facilities in Ghent consumed rou ghly 376,000 Mwh of energy. KU's 25 remaining LCI-TOD

customers averaged approximately 85,000 Mwh of annual anergy use. (Sources: K17 2002 FERC Form 1. p 3041,
(after deducting the NAS LCI-TOD usage)).
“KU Form 1 for 2002, p: 304.1,




Further, KU schedules its generation to serve the load profile presented by the entire
NAS load as part of the expeited KU/LGAE integrated system load shape. Two factors are
notable in this regard. First, the overall load factor of the NAS Ghent facility is roughly 50% and
continues to improve.” This compares favorably to the KU/LG&E system load factor of roughly
54%." Thus, from a system utilization standpoint, the NAS load should be treated comparably to
other tanffed loads.

A second related point is that a significant amount of NAS's electric consumption accurs
during off-peak periods, and it 15 not a weather sensitive load. This provides a substantial
opcrational beuefit to KU. KU 1epuils that voal-lired generation supplied 97% of its kilowatt
hour production in 2002, (See KU 10-K for 2002, p.18.) By operating large loads during law
load periods, NAS allows KU to better manage the minimum loading and run time requirements
of its coal-fired plants.

Other manufactuning customers that have a 50% load factor may operate a one or two-
shift weekday operation. This exacerbates KU’s peaking needs and does not help with the
overall utilization of generation. In contrast, the NAS operations run around the clock, and the
melt shop runs continuously whew it is in production (unless curtailed by K1), This load profile
allows KU to better use its generating portfolio.

The above considerations indicate that KIU’s costs of serving NAS (and, hence, the rates
that should be applicable to NAS) are substantially less than KUs eosts of serving other

customers, including other LCI-TOD customers. KU, however, has complained that the melt

For the most recent quarter of April- June 2003, the average load factor of the rolling and production

facilities was approximately 73%, the load factor of the melt shop averaged roughly 34%, and the overall
MNAL laad factore wag S004

Jee LG&EEKU October 2002 TRP, Vol. I, pp.6-8, Table 6(1 (b},




shop is a “nonconforming load” because the load fluctuates substantially within any given hour
of operation.® This concem is misplaced. The LG&E/KU system operator certainly follows all
moment-to-moment load variations on the combined utility system, but the coste of following the
effect of the NAS electric arc fumace operation on that process should be nominal. As noted
above, LG&E/KU does not build or purchase generating capacity to serve curtailable load.
Generating capacity, plus required reserves, are based on the forecasted firm peak load.

From an operational standpoint, LG&E/KU schedules its generation each day based on a
forecasted hourly load profile. The NAS load, as it appears to KU on an hourly basis (including
all squipment starts, stops, and fluctuations within each hour) is reflected in thosc hourly
scheduled system loads. Variations from those scheduled hourly levels are accommodated as
necessary by the LU&E/KU units serving as operating reserves. KU, however, does not
schedule generation specifically for moment to moment variations in 1ts system load. Rather,
LG&E/ KU mamtains generating operational reserves based on its daily forecasted peak load
(1.e., the highest expected hourly peak in the day). (See Administrative Case No. 387, A Review
of the adequacy of Kentucky's Generation Capacity and Transmission System, LG&E response
to Commission questian No 7, datad July 31, 2001.)

Within an hour, the LG&E/KU system operator maintains network reliability parameters
(voltage and frequency) by adjusting output as needed from generating units committed to
Automatic Generation Control (AGC), The variable (if any) fuel costs associated with units on
AGC is the enly real out-of-pocket cost to KU of following electric arc furnace load fluctuations

within any hour. These fuel costs are, of course, captured in KU’s fuel adjustment clause, In

® The electric arc furnace applies an electric charge to scrap steel several times during the course of a normal “heat ™
Interspersed between “charges” are down periods when more scrap is added to the furnace, steel chemistry is
monitored and modified, and other production adjustments are made. The “tap-to-tap” time (i.e., the interval
required to compiete a heat and “tap™ (pour) molten steel from the furnace) is roughly one hour.




short, the fluctuating nature of the electric arc furnace portion of the NAS electric load does not

add appieciably w KU"s cost of serving NAS, The rates charged by KU should not exceed the

terms specified in the LCI-TOD tanff

CONCLUSION

For the reasons stated hersin, NAS requests that the Commission issue an order directing

Kentucky Utilities to provide electric service to all of the NAS facilities in Ghent at rates that are

equivalent to KU's prevailing LCI-TOD tariff.

Respectfully submitted,

This 23rd day of September, 2003
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1025 Thomas Jefferson Street, N.W.
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Washington, DC 20007

Nathaniel K. Adams
General Counsel

North Amenican Stainless
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CERTIFICATE OF SERVICE

[ hereby certify thal thie vriginal and 10 copies of this Complaint have been filed with
the Kentucky Public Service Commission and served on Kentucky Utilities by mailing a true
and carrect copy thereof to Steven D. Phillips and Linda S, Portasik, Attorney’s for Kentucky
Utilities at LG&E Energy Corporation, 220 West Main Street, Louisville, Kentucky 40232

This &23"‘"?{/;3}; of September, 2003.

/o =

/ :
Pt ~ .
Richard S. Taylor, Attorneya(-Law
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consider this report to ba-of a eonfidental nature.

Exact Legal Name of Respondent (Company) Year of Report

Kentucky Utilities Company Dec. 31, 2002

FERC FORM Ne.1 (REV. 12-38)
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PLEASE STATE YOUR NAME, TITLE AND BUSINESS ADDREES.
! am Jose Lujs Lejeuns, President of North American Stainless, L.F. My business
addrass i= 6870 Highway 42 East, Ghent, Kennucky 41045,
WHAT I8 THE PURPOSE OF YOUR TESTIMONY?
My tastimeny explaina that the groposed sequisition of LG&E Ezergy, including its
afTiliate, Kentucley Vilities, is not in the public intersst as proposed. 1 recommend that
the Commission disapprove the proposed acquisition for that reason, [fthe Commission
appraves the wansaction, it must impoze several conditions that ars cs3ential to pratect
the interest of Kenmelky elactric consunars,
PLEASE DESCRIBE NORTH AMERICAN STAINLESS,
Morth American Stinless, P, ("™NAS") operated a stainless steel production fasility in
Carroll County, Kemtutely. Farmded in 1990, MAS has eantimually expanded its
praduction faeilities and has invested mors than $600 million in Keatecky to date, and
ccapleys smore than 400 peopls with sn avemgs compensation of $42,000. NAS naw
produces 2 varizty of the finest stainl=ss steel flat-rolled producte available, NAS has
planned for continued growin n Keutwlky, aud {t ecently announcsd plans 1o nvest
more than $200M in an elestde are furnacs “melt shop” in Cazroll County that will create
mnore than 150 jebs,

NAS {5 owned by Acerinox 8.A. (96 1:u.ti~-.:|!:::|:}l which is haadquartared in Madrid,
Spain. and AK Steel (4 percent).

Taday, NAS is one of Kaptusky Utilities Jarg=: slectis customers. With the

conatuction of the planned 100 MW melh shop, NAS may secome E1I's largest
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customar. The consmuction of the melt fhop 15 2sential ta MAS s fubira husiness plans
and its continued growih in Kentucky.

Ar sleceis ars fumnacs melts resveled scrapped steel, The molien steal is east iary
slabs, which are processed jnto flat rolled stainless steel products. This method of stee]
production is {ac more efficient than waditonal integraled steel opemtian: and providas
sipiificant environmental benafes through fhe hundreds of thousazds of tons of scrap
steel recyeled annually. NAS conducts Tesiness in exiremely somperitive global
comrandity marksts. To remain competitive in these markets, NA3 must be able ta
operate & melt shop and be able to produce slabs sconomically.

PLEASE EXPLATN THE SIGNTFICANCE OF THE COST AND AVATLARILITY
OF ELECTRICITY TO NAS'S OPERATIONS.

NAS's rulllug facilliiss use largs amounts of elactisity, and the elactrie are fmaes
facility will be zn snerpy-istensive operation. The cost of electricity is a major
compenant of the to1al operadng cosi of e sl shep, wsaally exceeded only by the coat
of scrap and sometimes labar. IfNAS cannot obtain power 41 2 cost that is competitive
with ather electric are flonace operators, it will not be abis 1 sconomically producs alahs
For ivs operations. Competilively pricsd slectricity is important 2o our ralling nrps:;a.tiuns -
a3 well, and has be=n 2 key comsideration in NAS': d=tision 1o locate in Kentueky, NAS
has enjayed 2 successful working relationship with Reotueky utilities in the past. KU’s
adequste supply of losy-cost gemeration rasources historfcally has allowed KU t provide
law eogt porwer to NAS s exdsting facilities and 1o accommedate NAS growth and load

gver the last decads,



